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12 October 1967

MEMORANIAM PIR: John Oliver, Director, Office of
Fuels snd Rnewgy, Buresu of Eoommic
Arfairs, Depsrtment of Btate

SUBJECT: An Assesmsent of Soviet Thrests to UB
04l Intersets in the Near Zast

Forwvarded in sccordemnce with thé ggroement reached in the
meeting with Mr. Rockwell on 88 September 1967, is the CIA
contribution to subject projeet. The undersigned will be prepared
to discuss tlis comtribution in ihe meeting schedmled for
16 October 1567.
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An Assessmsent of Soviet Threats to UB 011
Interest in the Near Eaet

1. UBSR Ceapebility to Compete in Free World 011 Marketis
Forecasis of petroleus supply snd demand in the UBBR through the

period ending in 1975, indicate thst Soviet oll will pose no serious
threat to the pormal flow of oll in Pree World markets; or to US oil
interests in the Near East. Production of oil in the UBER will be
5.7 million Larrels per day in 19567 snd msy increase to 7 million bpd
in 1970 and axceed 9 million bpd in 1975. These rates of cutput will
carrespond to slightly less then 20 percent of total world ofl produc-
tion in each of those years.

Rising cemand for oll in the UBER and other Commmunist countries,
resistance t0 Soviet oil in Free World merkets, and competition have
resulted in « declining rate of increase in Soviet (Commmist Bloc)
exports of cil to the Free world. In the period 1960 through 1965,
Boviet oil exports to the Pree World imcreased at ap aversge anmisl
rate of about 15 percent; im 1966 and 67, the rate of imcrsase is
eptizated to be abomut 10 percent. This latter rate i expected to
continue thrcugh the near term. Exports of Boviet oil to the Free World
probably will be slightly more them 1 =illton bpd in 1970 and about
1.5 million tpd in 1975. Certain recipient countries where total oil
demand is smsll, such as Iceland, Pinland, Ghana, ard Afghacistan will
cantime to be heavily dependent on Soviet oil. However, Soviet oil
exports will represent less than 10 percent of Western EBurope's total
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suapply and loss than 3 percent of total Free World supply in 1970 and
i975; about the same &8 &t present. |
2. SBoviet A:tion Affecting UB Oil Interests in the Near East

The brond Soviet objectives in the Near Bast -~ to reduce Vestern
influence and through trafe and aid to gain ecobmmic advantage at the
expanse of the West -- cemstitute threats to U ofl interests. However,
except a8 th: USBR may have encoursaged the anstionalization of foreign
o1l company assets in the Near Rust, the USSR has takem no direct
action, hostlile or othervise, that would significently affect U8 oil
intereste. Receat actions by the host governmemts of the oll producing
countries of the Near Bast that sdversely affeeted UB all interessts,
probadbly would have been takem independently of sny sncouragement by
the USSR. §he fmposition (and remcval) of the selsctive embargo of
oil sules as a result of the Israsli wer stemmed fyom within the Arad
states rathe:r than st the bidéing or emeoursgement of the UBER; reguestsa
for higher prices for Arab oil arose from selfish, naticoalistic
recognition of prevalling ecosamic aomditions.

Overt Soviet involvement in the JNear East petroleun industry hass
been limited essentlally to exploratory sctivities in Egypt, in the
Iranisn territory of the Csspian Sea, in Algeria, and im Syris. None
of these activities constitutes & diveet threat to US oil interests.
Expansion of Soviet activities in the production phase of the industry
{beyond explorstion) in the Near East would necessitate significant
changes from the hilstorical econcmic policies of the UBSR and the host
governments. YThe USGR does not provide risk capital in foreign oil
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vantures and is guaresteed pagment for its work whether or not cil is
found. Comversely, oll ccupemtes thet search for oil in the Near Zast
mmﬁ.mmafwmaammm,mum
national oll companies represeating $be governments, are repeid for
their expenses from the proceeds for the sale of ofl if found, or
absorb the ccst themselves, {f oll is mot found.

There 13 no evidence that either the USSR or the governments of
oll producing states will depart from these respective positions in
the pesr future. The UBER hes sougit capital investssant from the
camamist countries of Eastern Burcpe for expansion of its own oil
industry and, thus, probedbly wonld not divert espital to foreign ofl
activities. 7The producing countries of ths Near Bast, for their part,
nov have developed resources sdsquate to meet 13kely demsnds for their
oll through the next decade amd, tims, probadly would not risk their
capital for tbe development of oil reserves for which there is nc
imsediate need. Countries that are not nov producing would lack
capitel of their own and funds for cil development activities would
have to coms from outside sources.

The Sovist-Iranien agroemsmts involving the exchange of Soviet
capital snd military goods for Irsnian gas bave xutually beneficisl
economic adventages for thoss parties snd, rather than represenmting a
threat to US 51l interests, may be & force for stability in the area
sad benefit those interests. Ihe USSR, Iran, and the Consortium
racognize one ancther's importance in the agresments. Iran’s credit
in world =mone; markets and thus its capsbility to provide supplemsntary
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foreign exchunge for completicn of the capital projects enviseged as
part of the ugreements is dependent on the contimued export of Irsnian
o1l through {he mexketing apparatus of the Comsortium. Morsover, the
successful NMuUillxent of the gas supply contrect depends on the
uwninterrupted production of oil since the gas oceurs in association
wvith the oil.
3. Actians 1o Minimize Threats to US 01l Interests

There are actions thet might be taken to minimise Boviet threats,

real or potential, to US oll interests in the srea. Such actions,
bowever, probsbly would be unaccepisbls to the oil companies. In
those circumitances where concessios sreas, in which there is U8 ofl
interest, are relinguished vohmtarily or, s im the case of Ireq's
Rorth Rumalia oilfield, denisd by govermment fiat, non-US oll companies
mmnmmmmmmummwméfw
contracts to exploit released areas as they become svallshle., It is
unlilely that the USSR would be willing, or sble, to bid against
Western oil companies c AB ZEDEYOUS terms.

U8 o1l interests treditionally have rescted to demamnds of the
host govermmsnts for medificstion of commercisl agreements by liberal-
lzing the terms. The eliminetion of the marketing fees, the expsnsing
of royalties, and the incressed paymenta for pipeline transit are
exsuples. The oll companies, rather than reacting, might anticipate
possible demands, partionlarly where such demands ave lsgitimste or
reasonable, and seize the initistive by making unsolicited proposals
to the governments. Such initiative might demy the USER opportunities
for creating dissatisfaction in those countries.
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The uctions outlined sbove to minimige direct threats by the UBSR
1o U8 oil intexrests would, of conrse, erode company vrofits in the
short term axd whet the appetites of the countries for additional
liveralizaticn of the agreaments., The sstions might, howvever, fore-
stall adverse acticn by those govermmsiats and permit US oll interesis
to borrow tise in vhich to reduce the Free World's dependency on Newr
Esst oil by locating new sources outside the ares or develop =
alternative qources of energy.
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